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MINUTES for the BOARD OF DIRECTORS MEETING

ALASKA MUNICIPAL BOND BANK AUTHORITY

March 29, 2017

. CALL TO ORDER

Mark Pfeffer called the meeting to order at 1:01 PM, Alaska Daylight Time.
Members participated at State of Alaska, Department of Revenue,
Commissioner’s conference room, 333 Willoughby Avenue, 11* Floor, Juneau,
Alaska 99811, and telephonically.

1. ROLL CALL

Mark Pfeffer
Greg Gursey
Luke Welles
Pam Leary
Michael Lamb

OTHERS IN ATTENDANCE:

Deven Mitchell, Executive Director, Alaska Municipal Bond Bank

Ryan Williams, Finance Director, Alaska Municipal Bond Bank

Chip Pierce, Financial Advisor, Western Financial Group

Susan Barry, Bond Counsel - AMBBA, Orrick, Herrington & Sutcliffe, LLP
Leslie Krusen, Associate, Orrick, Herrington & Sutcliffe, LLP

Blake Phillips, Vice President, Alaska Permanent Capital Management
Jason Roth, Senior Vice President, Alaska Permanent Capital Management
Bill Lierman, CIO, Alaska Permanent Capital Management
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1. PUBLIC MEETING NOTICE

A copy of the Online Public Notice concerning the date, location, and purpose of
the meeting was reviewed for the record. The public notice was officially
published on March 20, 2017 on the official Alaska Online Public Notice website
for the March 29, 2017 meeting date.

IV.  APPROVAL OF AGENDA

The agenda was reviewed by the board. The agenda was approved unanimously
as written without objection.

V.  MINUTES of the February 9, 2017 Board of Directors Meeting

The February 9, 2017 minutes of the AMBBA Board of Directors meeting was
reviewed by the board and approved unanimously as written without objection.

VI. GENERAL BUISNESS

AMBBA Resolution 2017-02, Authorizing the 2017 Series One and Series Two Bonds

Ms. Barry introduced Resolution 2017-02, a series resolution authorizing the
issuance of general obligation bonds, the 2017 Series One and the 2017 Series
Two of the Alaska Municipal Bond Bank (all new money / no refundings). Ms.
Barry noted that certain bonds may have the potential to be subject to the
alternative minimum tax (AMT). The 2017 Series One is proposed to be issued in
a principal amount not to exceed $15 million, and the 2017 Series Two in a
principal amount not to exceed $45 million (aggregate principal amount shall not
exceed $60 million). Ms. Barry mentioned that each series shall be sold either at
competitive sale pursuant to the terms of the applicable Notice of Sale, or
pursuant to the terms of a Bond Purchase Agreement in the case of a negotiated
sale, with sale method being determined by the Executive Director or the
Chairman after consulting with the Financial Advisor, with authority expiring
120 days after the adoption of Resolution 2017-02 (flexibility is maintained for
either a competitive or negotiated sale while tax diligence is completed on
potential for some bonds to be subject to AMT). Ms. Barry mentioned that we
are not financing a deposit to the reserve account, as an additional deposit is not
needed at this time, and the reserve will be funded at a level to satisfy the
requirement. The true interest cost on the 2017 Series One Bonds shall not exceed
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4.0%, and shall not exceed 5.0% on the 2017 Series Two Bonds. Mr. Mitchell
noted the credit reports for each of these loans were approved at the prior Bond
Bank Board meeting on February 9, 2017. Mr. Pfeffer mentioned that he feels
obligated to disclose working with Goldman Sachs on another project that has
nothing to do with the Bond Bank, and asked if it’s at all necessary to abstain
from voting on Resolution 2017-02. Mr. Mitchell mentioned that Ms. Leary
might have a better handle on a response, since she oversees some ethics
determinations within the Division of Treasury at the State of Alaska. Ms. Leary
mentioned that it’s probably not a problem as long as it’s disclosed. Mr. Mitchell
mentioned that Goldman is up on the potential AMT piece, and Bank of America
Merrill Lynch (BAML) is up on the small non-AMT piece, switching as co-
managers on the respective transactions. Mr. Mitchell stated that these
underwriters were already chosen since it was their turn as part of the Bond
Bank’s already established underwriting pool. Ms. Barry noted that she didn’t
see any reason to abstain from the vote. Mr. Pfeffer mentioned that he did not
know that Goldman and BAML were up as underwriters on this transaction until
this was just mentioned by Mr. Mitchell. Mr. Gursey made a motion to approve
Resolution 2017-02, and Mr. Lamb seconded the motion. Mr. Williams
conducted a roll call vote and the motion passed unanimously with five yes
votes.

Updates to AMBBA's Investment Policy Statement:

Mr. Williams summarized the proposed changes to AMBBA’s Investment Policy
Statement (IPS). Mr. Williams mentioned that the 2016 Master Resolution
Reserve now includes a cash deposit to be reinvested by our investment
manager. This revised version of the IPS includes a new section and target asset
allocation for the 2016 Resolution Reserve. The reserve was previously covered
by a surety policy at the close of the 2016A transaction for Tanana Chiefs
Conference, but this recent closing of the 2017A bonds for Yukon-Kuskokwim
Health Corporation includes an approximate $7 million deposit to the reserve
fund. Mr. Williams noted there were other minor cleanup items, including new
references to “authorized borrowers,” instead of “communities.” Additionally,
the custodian account minimum cash balance was changed from $750,000 to
$350,000, in an effort to extend the duration of investments in that account, and
liquidity needs are less of a concern with the surety policy coverage in the 2005
reserve, placing relief on near term cash needs of the custodian account. Ms.
Leary asked if this IPS was for discussion purposes, or we're looking to board
approval on changes. Mr. Williams proposed board action on changed items to
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the IPS at this meeting, and that we’ll need to continue review of the document.
Mr. Mitchell suggested that at some point we’ll need to continue updating or
have ongoing discussions of the IPS if there are opportunities to reinvest and
earn enough investment income to cover operations of the Bond Bank. Mr. Lamb
mentioned that a copy of the original was not included in the packet, and he
would have liked to see the black-lined changes and been more involved in the
process. Mr. Mitchell mentioned that the implemented changes were minor,
including the reduction in minimum cash balance of the custodian account due
to other reserves not demanding immediate transfers from the custodian
account, and that we need a decision today since the new policy includes the
investment of the 2016 Resolution Reserve. Mr. Mitchell also mentioned that the
board has not had a strategic planning meeting for over four years, and that this
would be a good item to continually review. Mr. Welles brought a comment that
these changes were minor enough that he would like to go ahead and move
forward, and would like to get together for a strategic planning meeting to really
be able to concentrate on items like the Bond Bank’s IPS. Mr. Lamb mentioned
he was on board with moving forward, but would have liked more time to really
concentrate on exact changes through a black-lined copy, and Mr. Pfeffer
concurred that future presentations should include more detail on changes that
have been made. Ms. Leary made a motion to approve the updated investment
policy statement, and Mr. Gursey seconded the motion. Mr. Williams conducted
a roll call vote and the motion passed unanimously with five yes votes.

Presentation by AMBBA's Investment Advisor:

Jason Roth began review of the investment advisor presentation in the board
packet, also introducing Blake Phillips and Bill Lierman with Alaska Permanent
Capital Management (APCM). Mr. Roth began with a summary of the account
market values and one year performance. The 2016 reserve fund is not included
because values are as of February 28, 2017, and management of the new fund did
not exist at that report date. Mr. Roth continued with account performance of
each reserve fund over longer time periods as compared to benchmarks. Mr.
Roth mentioned that a little over a one percent return is about as best you can do
while looking back over a shorter time horizon as fixed income yields have
generally been low. The front-end of the curve has gone up, while the longer
end of the curve has flattened. APCM’s company opinion on Federal Reserve
rate hikes for 2017 is one in June, and one towards the end of the year, or two
total, compared to the general consensus forecast view of three rate hikes for
2017. It was mentioned that the Fed’s estimates for hikes are much higher than
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what the market has actually priced in. This scenario has played out over the last
two years, and the market has been the correct speculator in hindsight. Rates are
forecasted to be volatile for some time, with various geopolitical uncertainties.
Mr. Roth went over a diverse set of scenarios that would improve and detract
from the economic outlook. There is concern with how compressed the spread is
between credit product and treasuries, with not as much benefit to go out and
take additional credit risk. The presentation was concluded, and APCM offered
to help with the Bond Bank’s investment policy statement as we move further
discussions.

WEG Post Sale Summary for Series 2017A

Mr. Pierce presented a summary for the most recent transaction on February 28,
2017 - $100,715,000 2016 Master Resolution General Obligation Bonds, Series
2017A, to the benefit of Yukon-Kuskokwim Health Corporation (YKHC). The
bonds were sold by negotiated sale to J.P. Morgan as senior manager. Mr. Pierce
presented the TIC on the transaction compared to other recent issues with the
TIC of 4.2054%, average life of 19.484 years, and an underwriter cost of $3.73 per
$1,000. This is the longest average life that we have seen for some time when
compared to other recent issues, explaining the slightly higher TIC on the
transaction. Also, interest rates have generally moved up, approximately 60 to
100 basis points since the 2016 general election. The tone leading up to the sale
was generally positive, with high grade rates declining approximately 15 basis
points in the last two weeks of February 2017. At the same time, the trend
continued in which Bond Bank bonds traded on a wider basis compared to the
MMD AAA index. The credit concerns surrounding the State budget deficit
continue to have a negative impact on the Bond Bank’s credit ratings, and
consequently, on the credit spreads to the AAA index. The spreads were in line
with the 2016 3&4 transaction, when the State was facing the threat of a
downgrade from the proposed pension obligation bond sale. Mr. Pierce
estimated that those buyers already priced in downgrade even though that
transaction was pulled. The retail order period was successful with a total of
$17.2 million in orders. The institutional order period went out with a matching
scale, and the bond bank ended up agreeing to creative means to increase
demand by terming up the 2034 through 2037 5% serial bonds into a 4% term
bond with a yield that was approximately 3 basis points lower than the “kicked”
yield on the 2037 serial bond, among other adjustments that slightly altered the
structure. After further agreed upon adjustments of the scale to increase
probability of bond placement, approximately $7.5 million was underwritten by
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VII.

the syndicate. Had it not used the Bond Bank, it is likely that YKHC would have
had to issue the bonds either as below investment grade or low investment grade
credit. Based on estimated yields of YKHC in those two credit scenarios
provided by J.P. Morgan, WFG estimates that as a result of the Bond Bank’s bond
issue, the YKHC achieved savings of $9.4 million and $20.3 million.

Executive Director’s Report

Mr. Mitchell reported on the following items that were not covered in the March 29,
2017 Agenda:

Mr. Mitchell mentioned that Michael Lamb would attend the dedication of the
Bethel hospital project, and represent the Bond Bank on April 5%.

Wildflower court, who issued bonds through the City and Borough of Juneau,
notified the Bond Bank that they did not make coverage in 2016, due to a vacancy
event. Since then, they have improved the occupancy levels, and have sufficient
cash on hand (about twice the coverage requirement). It was the nature of a bad
quarter, and they are in the process of hiring a rate consultant to see if
adjustments are required.

Mr. Mitchell would like to find a time to get together for a strategic planning
session. In-state travel would be easier to approve, and will reach out to folks to
find a date and a facilitator.

PUBLIC COMMENTS

There were none.
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VIIl. BOARD COMMENTS

Michael Lamb appreciated all the work the Bond Bank conducted on the YKHC
deal, and thanked everyone for their participation in the last meeting that he was
unable to attend due to a legislative hearing. Also, the APOC has been resolved
with no issues.

ADJOURNMENT

Mr. Pfeffer adjourned the meeting without objection at 1:59 p.m. ADT.

Mark Pfeffer, Chairman



Applicant:

Loan Amount:

Project Type:

Project Description:

Alaska Municipal Bond Bank
Application Credit Review Summary Page

Kenai Peninsula Borough
Central Kenai Peninsula Hospital Service Area

Not to exceed $28,955,000
Capital improvements to the Central Peninsula Hospital

The Borough, through the Central Peninsula
Hospital, Inc. plans to expand and renovate the
Central Peninsula Hospital. The project includes
construction of approximately 28,700 square feet of
new building space and 26,000 square feet of reno-
vated space for a new obstretrics department and
cardiac catheterization laboratory. The project plan
also includes relocating the existing inpatient pharm-
acy and adding three intensive care patient rooms.

Term of Loan: 20 years
Revenues Pledged to Loan: Net hospital revenues
Most Recent FY Pledged Revenues (FY 2017, unaudited): $5.79 million
Estimated Annual Debt Service: $2.14 million
Total Bond Bank Fiscal Year 2018 Debt Service: $16.53 million
Most Recent FY Debt Service Coverage Ratio: 2.71X
Most Recent FY State-Shared Revenues (SSR): $95.1 million
Debt Service Coverage of AMBB DS from SSR: 5.75x
Loan Subject to State Debt Service Reimbursement: No
Estimated Borrower Savings (Gross): $3.30 million
Estimated Borrower Savings (Present Value): $2.44 million

No Litigation Letter Received: Yes



Loan Application Evaluation
Kenai Peninsula Borough

Introduction

The Central Peninsula Hospital Service Area has submitted an application to the
Bond Bank for a loan not to exceed $28,955,000. The Borough will use this loan to update its
obstetrics wing at the Central Peninsula General Hospital and install the first catheteriza-
tion lab in the Borough. We have completed our review of this application and following is
our overview of this project and the security provisions associated with the loan.

The Project

The Central Peninsula General Hos-
pital will update its obstetrics wing and in-
stall the Kenai Peninsula’s first catheteriza- .
tion lab.

The hospital, located in downtown
Soldotna, has been seeking to update the ob-
stetrics department for many years and has

observed a growing need for a catheteriza- h \\\‘:‘\\

tion lab in which patients can receive cardiac K § ‘\?r :
services such as angiograms and pacemaker . Kenai :‘\\
implantation.  Central Peninsula General \\\ Peninsula Borough

Hospital patients who need such procedures
currently have to travel to Anchorage for treatment.

The Kenai Peninsula Borough Assembly has approved an ordinance appropriating
$10 million from the hospital’s Plant Replacement and Expansion Fund and authorized the
Borough to issue up to nearly $28.955 million in revenue bonds. Of the $10 million, $3.1
million will go to the design cost and approximately $6.9 million to the construction costs.

Central Peninsula General Hospital Financial Position

Kenai Peninsula Borough owns the facilities of Central Peninsula General Hospital
and the land that the Hospital’s facilities occupy. Central Peninsula General Hospital, Inc.
is a 501(c)(3) organization that has operated CPGH on behalf of the Borough since 1998.
The current lease agreement was recently approved by the Borough Assembly and extends
through 2027.

As part of the obstetrics wing and catheterization lab project, the Borough submitted
a Condition of Need certificate application to the State on June 16, 2017. That application
was deemed complete by the State on August 15, 2017. State staff have until mid-October
to complete review of the application and the Commissioner of the Department of Health
and Social Services has until the end of November 2017 to make a decision related to the
CON request. State regulations allow an additional 30 days for staff review which, if uti-
lized, could push the Commissioner’s final decision to the end of 2017.

The financial condition of CPGH has improved significantly in the past eight years.
During that period, the hospital has expanded the types of medical services offered and
captured market share of procedures and treatments that formerly required travel outside
the Borough. For example, in 2011 the Borough hired a spinal surgical specialist which has
generated significant additional revenue to the hospital. In 2007, the hospital’s operating
revenues (net of contractual adjustments for Medicare, Medicaid and private insurance) to-
taled $62.6 million. By fiscal year 2017, unaudited operating revenues had more than dou-



bled to $149.2 million.

The graph to the right pre-
sents CPGH operating revenues
over the past 14 years.

As the graph demon-
strates, operating revenues have
shown a consistent growth pat-
tern during the last decade. From
2004 through 2016 total operating
revenues increased by 287%. This
translates into a compounded an-
nual growth rate of 11.9%. That
that growth pattern reversed in 2017 based on unaudited figures.

The hospital experienced a decline in operating revenues and income in fiscal year 2017.
Staff report that hospital specific revenues (which are pledged on a subordinate basis to the 2017
loan) declined from $142.7 million in fiscal year 2016 to $119.8 million in fiscal year 2017. Staff
attribute the decline to several factors. These include: a 6.8% decline in acute care patient days

($9.6 million decline); a decline in
supply revenues ($13.5 million);
and a decline in oxygen minute
revenues ($4.0 million).

Some of these declines are
attributed to an update to the
hospital’s electronic health care
system that was required in order
to meet the requirements of the
Affordable Care Act. During a
six to eight week conversion pro-
cess, the hospital was unable to
bill for a portion of its supplies,

which had a negative impact on revenue collections.

In order to address the decline in hospital revenues a 10% increase across all hospital
charges was implemented in July 2017. In addition, staff is working to adjust the formulas for the
supplies/pharmaceuticals charge master to correct the charge structures that were put in place
during a recent CPGH software conversion. CPGH staff also report a surge in patient volumes
thus far in fiscal year 2018. Also, the renewal of a Medicare Rural Demonstration Project in fiscal
year 2018 is expected to add $1.6 million to hospital revenues. As a result, staff expect in fiscal
year 2018 to see a reversal in the downward revenue trend that occurred between fiscal year 2016
and 2017.

Annual price increases, such as the one implemented at the beginning of fiscal year 2018,
are not uncommon at CPGH. Since 2000, the hospital has increased rates annually an average of
over 7%. Modest increases have allowed the hospital to improve its financial health significant-
ly. Some of the financial improvement at CPGH has been the result of capital expansion and ad-
ditional service lines. Maintaining competitive pricing has also allowed CPGH to absorb increas-
ing levels of uncompensated care.

In addition, CPGH has worked to increase awareness of expense control. These efforts
have included significant amounts of department director education, negotiations with labor un-
ions, and negotiations with supply vendors for increased discounts. These have resulted in cost
savings for the organization that, management believes, will continue to enhance financial results
in coming years.



Certificate of Need

The State’s Department of Health and Social Services takes an active role in insuring
that the medical facilities in the State are sufficient to meet demand, but do not exceed de-
mand. The Certificate of Need program is a review process that, according to the DHSS is
“designed to promote responsive health facility and service development, rational health plan-
ning, health care quality, and health care cost containment.” The State’s review of the CON
application involves an assessment of both a project’s design and service delivery objectives.
Because the State is a primary source of funds for medical services throughout Alaska through
Medicaid, it is in the State’s economic interest to insure that patients, and the State, are receiv-
ing the most benefit from the State’s investment.

As described previously, the Commissioner of the Department of Health and Social
Services is currently reviewing the Borough’s Certificate of Need application.

Security Pledge

The Borough will pledge net revenues from Central Peninsula General Hospital to the
Bond Bank loan. From 2014 through 2016 the Borough borrowed a total of $38.74 million from
the Bond Bank for construction of a Specialty Clinic Building. Construction of the Speciality
Clinic is complete. Those bonds are currently outstanding in the amount of $32.13 million.
Those previous bonds are secured by a pledge of the gross revenues of the CPGH system. The
security for the 2017 loan will be subordinate to the Specialty Clinic Building bonds in two im-
portant respects. First, the pledge will be on a more limited stream of revenues. Specifically,
revenues from the Specialty Clinic Building will not be pledged to the 2017 loan. Second,
while the 2014-2016 bonds are secured by the gross revenues of the hospital system, the 2017
loan will be secured by net revenues of the hospital, after taking into account operating and
maintenance costs and the debt service on the 2014-2016 loans.

The table to the right >015 >016 0171
presents the operating results [Hospital Gross Revermes 130885630 | 14277469 | 123567329
for the years 2015 through [Bxpenditures N7E71,109) 117336256 123,305,997

. . .~ |Net Revenues 13,014521 25,391.213 261,332
2017 (unaudited), including
the revenues available for |Add Back Depreciation 7,551,580 7,861,566 9,315,007
payment of debt service, the
debt service payments on the Available for DS 20566101 322,119 9576429
2014-2016 CPGH loans, esti- [pyisfing DS (2014-16 Loars) 2.950.268 3393742 3,790,876
mated debt service on the
2017 Bond Bank loan and the |Available for Sub. Lien DS 17,606,833 29,859,037 5,785,553
r(?sultmg estimated debt ser-|g .. 0 1 om7 Debt Servi 2135,000
vice coverage.

It is important to note |Estimated Coverage Ratio 271

that the revenues presented

do not include other hospital revenues that are pledged to the 2014-2016 loans. These include
more than $16 million of 2017 gross revenues from the Specialty Clinic which are available to
make debt service on the 2014-2016 loans. In other words, the table above reflects the most
conservative presentation of revenues available to make payments on the 2017 Bond Bank
loan.

The payments on the 2017 Bond Bank loan will be made in approximately equal
monthly amounts necessary to fund the debt service requirements on the 2017 Bond Bank loan.



The additional bonds test in the Borough’s 2017 loan revenue bond resolution requires
that, before additional parity bonds may be issued, the Borough must demonstrate that
pledged revenues available to pay debt service on the new bonds and on existing bonds issued
on parity with the 2017 Bond Bank loan are sufficient to cover existing and projected debt ser-
vice by 1.25 times based on financial results in any 12 consecutive months of the prior 24
months. The Borough may include estimated revenues associated with additions and better-
ments to the facilities as well as any rate or rent increases that have been implemented or ap-
proved. Alternatively, the Borough may issue additional parity bonds if the financial state-
ments in any two of the prior three years demonstrate that one-half pledged revenues were
sufficient to produce 1.25 times debt service coverage. In addition to the above additional
bonds tests, the Bond Bank will require an additional bonds test that takes into account all
debt, including debt issued senior to the 2017 loan, to insure that revenues are sufficient to
cover debt service at all lien levels.

If the Borough fails to maintain revenues sufficient to meet the rate covenant, the Bond
Bank will require the Borough to retain an expert consultant to make recommendations on im-
plementing operational changes and/or revenue enhancements sufficient to achieve revenues
necessary to meet the rate covenant.

Future Capital Plans

A request for solid waste bonds not to exceed $10,600,000 was approved by voters in
October 2016. The first series of these bonds was issued in April 2017 in the amount of $6.0
million to be repaid over a 6 year period and used to develop a new cell at the Central Penin-
sula Landfill. The second series is expected to be issued in 2022. A request for Central Emer-
gency Service Area general obligation bonds not to exceed $4,400,000 was approved by the
voters in October 2015 for the purchase of emergency response vehicles for Central Emergency
Service Area. The first two series of these bonds were issued in February 2016 in the amount
of $2.8 million to be repaid over 7 and 15 years. The remaining series are expected to be issued
in 2019. Central Emergency Service Area is also projecting that in 2021 it will remodel Station
#1. The estimated cost is approximately $10,900,000, which will be funded with a combination
of grants and bond proceeds.

State-Aid Intercept

In addition to the net revenue pledge by the Borough, the Bond Bank has the ability to
intercept state-shared revenues that will otherwise flow to the Borough. The table below
summarizes the revenues subject to intercept, along with the maximum annual debt service on
the Borough’s bonds.

[Shared Taxes and Fees
Dept. of Tranportation Reimbursement 50
Reimbursement and Other Education Funding $2,321,622
Education Support Funding $81,595,174
Matching Grants $8,637,344
Commumity Jails $0
PILT Transfers $0
Revenue Sharing i} i} $1,374,231
Total Revenue Subject to Intercept $95,100,804
Fiscal Year 2018 Debt Service (inclades 2017 Loans DS) $16,531,088
Debt Service Clwmge 57




Estimated Borrower Savings

Savings to the Borough as a result of borrowing through the Bond Bank are estimated
at approximately $3.30 million, or $2.44 million on a present value basis. Savings are a result
of lower costs of issuance that the Borough will face as a result of borrowing from the Bond
Bank, as well as lower assumed yields.

Statement of No Litigation

The Bond Bank has a letter from Collette Thompson, the Borough Attorney, dated
September 20, 2017 stating that “there is no litigation pending or threatened ... affecting the
corporate existence of Borough... or seeking to restrain or enjoin the issuance, sale or delivery
the Bonds, or the rights of the Borough to pay the principal of and interest on the Bonds, ... or
in any way contesting or affecting the validity or enforceability of the Bonds or the Loan
Agreement between the Borough and the Bank...”

Summary

Based on our assessment, the security offered by Borough, as set forth in the Borough's
loan application and supplemental materials, provides sufficient security to justify approval of
the application. The subordinate lien net revenue pledge provides adequate coverage of the
Bond Bank loan. The Bond Bank will require that a debt service reserve fund, held by the
Bond Bank’s trustee, be funded at closing. Additionally, the Bond Bank’s ability to intercept
state-shared revenues that would otherwise flow to the Borough in the event of a failure by the
Borough to make timely payments provides the ultimate security for this loan. The funding of
the loan will be contingent upon the notification to the Borough that the State has issued the
Certificate of Need.

We recommend approval of this loan application. If you or any of the Board members
have any questions regarding our analysis, please feel free to call me at (503) 719-6113.

For Western Financial Group, LLC

%Q_:__

Chip Pierce



Kenai Peninsula Borough Economic and Demographic Information

The Borough was incorporated in 1964 as a second-class borough. It occupies a geo-
graphic area of approximately 25,600 miles. The Borough is located in the south central part of
the state of Alaska. The current population of the Borough is estimated at approximately
57,800. The Borough is empowered to levy a property tax on both real and personal properties
located within its boundaries. State of Alaska law mandates that second-class boroughs pro-
vide certain services on an area-wide basis to all taxpayers. All other services must be ap-
proved by a majority of voters who are to receive the services. This gives taxpayers control
over the type and level of services they receive and pay for. Currently, the Borough provides
the following area-wide services: assessment and collection of property taxes and sales tax col-
lection for the Borough and cities within the Borough, planning, solid waste disposal, educa-
tion, senior citizen funding, post secondary education, 911 emergency communications, emer-
gency management and general administrative services. Other services provided by the Bor-
ough include fire protection, hospital services, emergency medical and ambulance services,
recreation, senior citizen funding, road maintenance, economic development, tourism promo-
tion, and special assessment authority for utility line extensions and road improvement dis-
tricts. The Borough also has non-area-wide port and harbor powers that are not currently ex-
ercised. Funding for the Borough, by order of financial significances, is provided from proper-
ty tax, sales tax, state revenue, federal revenue, interest earnings, and other sources.

The Borough is home to 8 percent of Alaska’s population and 6 percent of its employ-
ment. Kenai is accessible by the Sterling Highway to Anchorage, Fairbanks, Canada and the
lower 48 states. Scheduled and charter airlines and helicopter services are provided. Ocean-
going freighters can be tendered at Seward, Homer and Kenai.

The Borough supports a diverse economy. Employment is concentrated in local gov-
ernment, retail trade, leisure and hospitality, natural resources and health care. Together they
represent most of the Borough’s employment.

The Borough economy has experienced consistent, gradual growth since the late 1980’s.
Borough-wide, the general government property tax rate decreased from 8.59 mills in fiscal
year 1996 to 4.5 mills in fiscal year 2009, where it has remained. The Borough has a 3% sales
tax, which is applied only to the first $500 of each separate sale. Taxable sales reported in fiscal
year 2017 within the Borough were $1.005 billion, a decrease of .3% from the prior year, but an
increase of 15.0% from 2010, when the Borough felt the results of the recession that impacted
the state and the rest of the nation. Most of the recent decrease in 2017 is attributed to a reduc-
tion in sales taxes collected on fuel sales due to a drop in the price of oil. The sales tax contin-
ues to generate a significant por<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>